RHS, RBS, RUS, FSA, USDA

any FmHA or its successor agency
under Public Law 103-354 office). The
interest rate for beginning farmer or
rancher downpayment loans shall be 4
percent.

(2) Terms of loans. (i) Each loan made
under this section shall be amortized
over a period of 15 years or less, at the
option of the borrower.

(if) Loans under this section shall be
repaid in equal annual installments.

(f) Security. (1) Each loan will be se-
cured by a lien on the property being
acquired with loan funds. Security re-
quirements under §1943.19 of this sub-
part do not apply under this section.

(2) FmHA or its successor agency
under Public Law 103-354’s secured in-
terest in the farm or ranch being ac-
quired will be junior only to the party
providing the financing for the balance
of the purchase price to the applicant.

(3) The borrower must agree to ob-
tain permission from the County Su-
pervisor prior to granting any addi-
tional security interest in the farm or
ranch as stated in §1965.16 of subpart A
of part 1965 of this chapter.

(g) Relationship between FmHA or its
successor agency under Public Law 103-
354 and a State Beginning Farmer pro-
gram. State Directors are delegated au-
thority to execute a Memorandum of
Understanding (MOU) with any State
expressing an interest in coordinating
financial assistance to beginning farm-
ers or ranchers. The MOU must be exe-
cuted within 60 days of the State noti-
fying the State Director in writing of
such interest, and will be developed in
accordance with FmHA Guide Letter
1943-A-1 (available in any FmHA or its
successor agency under Public Law 103-
354 office). Under the MOU, FmHA or
its successor agency under Public Law
103-354 will agree to provide qualified
beginning farmers or ranchers with a
downpayment loan under this section
and/or a guarantee of the balance of
the purchase price provided by the
State program. This agreement will be
subject to applicable law, loan ap-
proval requirements, and the avail-
ability of funds. FmHA or its successor
agency under Public Law 103-354 will
not charge a fee to obtain or retain a
guarantee in connection with any joint
funding under the MOU. If any changes
are made to the MOU, the Regional Of-

§1943.16

fice of the General Counsel (OGC) will
be consulted prior to signing the MOU.
States will send copies of signed MOUs
to the attention: Director, Farmer Pro-
grams Loan Making Division, National
Office.

(h) Program outreach. The State Di-
rector shall be responsible for publi-
cizing the Downpayment FO Loan pro-
gram, with special emphasis on So-
cially Disadvantaged Individuals, and
facilitating the transfer of retirees
farms or ranchers to eligible FO appli-
cants within the respective State. Pro-
gram outreach will include:

(1) Maintaining close liaison and at-
tending meetings with local, State and
national organizations serving the ag-
ricultural community.

(2) Providing information to commu-
nity and farm oriented organizations,
agriculture colleges, other USDA Agen-
cies and community leaders who are
active in the farming area.

(3) Use of newspaper articles, radio
announcements, and/or public tele-
vision announcements.

[58 FR 48287, Sept. 15, 1993, as amended at 68
FR 7698, Feb. 18, 2003]

§1943.15 [Reserved]

§1943.16 Loan purposes.

Loan funds may only be used to:

(a) Acquire or enlarge a farm or
ranch. Examples of items that the
Agency may authorize the use of FO
funds for include, but are not limited
to, the purchase of easements, the ap-
plicant’s portion of land being sub-
divided, purchase of cooperative stock,
appraisal and survey fees, and partici-
pation in special FO loan programs of
this subpart. Down payments are au-
thorized as a loan purpose subject to
the following:

(1) A deed is obtained and the trans-
action is properly documented by debt
and security instruments.

(2) Any prior liens meet the FO secu-
rity requirements for the Agency’s jun-
ior lien position.

(3) For contract purchases, purchase
contracts must properly obligate the
buyer and seller to fulfill the terms of
the contract, provide the buyer with
possession, control and beneficial use
of the property, and entitle the buyer
to marketable title upon fulfillment of
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the contract terms. The deed must be
held in trust by a bonded agent until
transferred to the buyer. Upon buyer’s
default, the seller must give the Agen-
cy written notice of the default and a
reasonable opportunity to cure the de-
fault. Any sums advanced by the Agen-
cy must be repaid by the borrower.

(b) Make capital improvements. Ex-
amples of items that the Agency may
authorize the use of FO funds for in-
clude, but are not limited to, the con-
struction, purchase and improvement
of farm dwellings, service buildings,
and facilities that can be made fixtures
to the real estate. In the case of leased
property, the borrower must have a
lease to ensure use of the improvement
over its useful life or to ensure that the
borrower receives compensation for
any remaining economic life upon ter-
mination of the lease.

(c) Promote soil and water conserva-
tion and protection. Examples include
the correction of well-defined, haz-
ardous environmental conditions, and
the construction or installation of
tiles, terraces, and waterways.

(d) Pay closing costs.

(e) Refinance a bridge loan if the fol-
lowing conditions are met:

(1) The applicant obtained the loan to
be refinanced to purchase a farm after
a direct FO was approved;

(2) Direct FO funds were not avail-
able to fund the loan at the time of ap-
proval;

(3) The loan to be refinanced is tem-
porary financing; and

(4) The loan was made by a commer-
cial or cooperative lender.

[62 FR 9356, Mar. 3, 1997, as amended at 62 FR
28619, May 27, 1997; 68 FR 7698, Feb. 18, 2003]

§1943.17
(@) An FO loan will not be approved

Loan limitations.

if:

(1) The total outstanding direct FO,
Soil and Water (SW) or Recreation
(RL) loan principal balance including
the new loan owed by the applicant
will exceed the lesser of $200,000 or the
market value of the farm or other secu-
rity.

(2) The noncontiguous character of a
farm containing two or more tracts is
such that an efficient farming oper-
ation cannot be conducted due to the
distance between tracts or due to inad-

7 CFR Ch. XVIIlI (1-1-05 Edition)

equate rights-of-way or public roads
between tracts.

(3) The limitation found in §1943.29
(b) of this subpart is exceeded.

(b) Loans my not be made for any
purpose that will contribute to exces-
sive erosion of highly erodible land or
to the conversion of wetlands to
produce an agricultural commodity, as
further explained in exhibit M to sub-
part G of part 1940 of this chapter.
Refer to FmHA Instruction 2000-LL,
“Memorandum of Understanding Be-
tween FmHA or its successor agency
under Public Law 103-354 and U.S. Fish
and Wildlife Service,” for assistance in
implementation.

(c) The purpose of the loan is to fi-
nance a nonfarm enterprise.

[53 FR 35692, Sept. 15, 1988, as amended at 58
FR 48282, 48288, Sept. 15, 1993; 59 FR 25800,
May 18, 1994; 62 FR 9356, Mar. 3, 1997; 68 FR
62224, Nov. 3, 2003]

§1943.18 Rates and terms.

(a) Terms of loans. Each loan will be
scheduled for repayment over a period
not to exceed 40 years from the date of
the note or such shorter period as may
be necessary to assure the loan will be
adequately secured, taking into ac-
count the probable depreciation of the
security. The loan approval official
will also consider the repayment abil-
ity of the applicant, as reflected in the
completed Form FmHA or its successor
agency under Public Law 103-354 431-2,
“Farm and Home Plan,”” or other simi-
lar plan of operation acceptable to
FmHA or its successor agency under
Public Law 103-354, when setting the
term. In any case, there must be an in-
terest payment scheduled at least an-
nually in accordance with the FMI for
Form FmHA or its successor agency
under Public Law 103-354 1940-17,
“Promissory Note.”” Loans may have
reduced annual installments scheduled,
of at least partial interest, for the first
five years.

(b) Interest rate. Upon request of the
applicant, the interest rate charged by
FmHA or its successor agency under
Public Law 103-354 will be the lower of
the interest rates in effect at the time
of loan approval or loan closing. If the
applicant does not indicate a choice,
the loan will be closed at the interest
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